
EAST KENTUCKY POWER COOPERATIVE 

October 5,2004 CERTIFIED MAIL 

Mr. Harry Graves 
President 
Kentucky Pioneer Energy, L,.L,.C. 
312 Walnut Street 
Suite 2000 
Cincinnati, Ohio 45202 

RETURN RECEPT REQUESTED 

Re: Power Purchase Agreement Dated January 14, 1999 
Notice of Default and Termination 

Dear Mr. Graves: 

Pursuant to Sections 9.3 and 9.4 of the Power Purchase Agreement between East 
Kentucky Power Cooperative, Inc., ("EKPC") and Kentucky Pioneer Energy, L.L.C. 
(YSPE") dated January 14, 1999, as amended, (the "Agreement"), EKPC hereby notifies 
KPE that it is exercising its option to terminate the Agreement. The basis for this 
termination is the failure of KPE to obtain financing for the KPE Project by the extended 
milestone date of June 30,2001, and its failure to achieve commercial operation of the 
Project by the milestone date of March 3 1 , 2004. 

The original terms of the PPA offered substantial benefits to EKPC, and made the KPE 
Project very attractive. However, since KPE's failure to meet the extended Financial 
Closure date of June 30,200 1 , various changes proposed in the Agreement terms by KPE 
have substantially reduced the anticipated benefits of the Project to EKPC, while the risks 
of the Project have remained. Further, KPE has failed to provide EKPC with adequate 
information to demonstrate that any restructuring of the Project is technically and 
financially feasible. Many of the same concerns we have are also shared by the Kentucky 
Public Service Commission. As you know, the Commission initiated its own 
investigation into the validity of the Agreement and the prudency of EKPC relying upon 
KPE for future power supply, in view of problems with missed dates, lack of financing 
and commercial feasibility of the project. 

Sufficient progress in restructuring the Project has not been made to make it prudent for 
EKPC to consider the Project for its next identified power supply needs, for which EKPC 
must now take decisive actions. EKPC can no longer wait for the uncertainties 
surrounding the Project to be resolved, and cannot take major risks on a Project that no 
longer offers the substantial benefits of the original Agreement terms. 

By this letter, EISPC is also declaring KPE to be in default of the Agreement, pursuant to 
Section 14.1 (b), and issuing a notice of termination pursuant to Section 9.5, based on 
KPE's failure to obtain Project financing by June 30,2001, and its failure to commence 
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